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1FARM CREDIT ADMIN IS TRATION
F in al regulation s governing the lending operations o f  Farm C red it System in s titu tio n s
have r e c e n t ly  been adopted by th e FCA (see  th e 10/28/86 Fed. Reg., pp. 39486-
504). The r e g u la t io n s  r e la t e  to  th e  d is c lo s u r e  o f  in t e r e s t  r a te s ,  forb earan ce 
p o lic ie s , p ra ctices  re la te d  to  ap plication s fo r extensions o f  cre d it, n otices o f 
e q u ity  re tire m e n t, a c c e ss  to  s to ck h o ld e r  l i s t s ,  and th e  d is c lo s u r e  o f  loan  
documents. These regulations, e f f e c t i v e  11/28/86, im plem ent p r o v is io n s  o f  th e 
Farm C r e d it  Amendment A ct o f  1985 and a re  co n sid ered  t o  be p a r t  two o f  th e 
o r i g i n a l  p r o p o s a l .  The B oard a d o p te d  p a r t  one, c o n c e r n in g  m e rg e rs , 
consolidations, te r r ito r y  tra n sfe rs , conservatorships and recieversh ip s on 9/3/86 
(see th e  9/15/86 Wash. Rpt.). For fu r th e r  in fo rm a tio n  co n ta c t Gary L. Norton a t  
703/883-4020.
SECURI TIES AND EXCHANGE CO M MIS S ION
The SEC voted 4 to  1 on 10/30/86 not to  issu e a re lease  asking fo r  comments on whether
to  abolish  the fu l l- c o s t  method o f  accounting. The Commission v o te  e f f e c t i v e l y
continues the current p o lic y  allow ing o i l  and natural gas companies to  use e ith e r  
the fu ll- c o s t  or s u c c e s s fu l-e ffo r ts  accou n tin g  methods. A ccord in g to  Chairman 
John Shad, the agency most l ik e ly  would have retained the current ru le , even a fte r  
s o l ic it in g  p ublic comment. The Commission was a lso  concerned th a t the harm to  
stru gglin g o i l  and gas producers o f  going forward w ith  the proposal would outweigh 
any b e n e f i t  to  in v e s to r s  and would re q u ire  e x te n s iv e  work and s t a f f  tim e. 
Commissioner Aulana Peters, who c a st the vote to  issu e the re lease , argued th at 
th e  SEC would have to  expend such re so u rce s  in  o rd er to  m ain tain  th e  c u rre n t 
p o licy . For further inform ation contact John Heyman a t  202/272-2141.
TREASURY, DEPARTMENT OF
Guidance on f i l i n g  inform ation reports o f  mortgage in te re s t  payments received fo r  1986
has rece n tly  been provided by the IRS (see Announcement 8 6-112). R e c ip ie n ts  o f
m ortgage in t e r e s t  payments a re  re q u ire d  b y th e  Tax A ct o f  1984 to  f i l e  re p o rts  
w ith  the IRS to  a s s is t  the Service in  v e r ify in g  the accuracy o f  claimed mortgage 
in t e r e s t  d ed u ction s. A ccordin g to  th e  IRS, several m odifications to  p reviou sly  
released temporary ru les (Announcement 86-3) are s e t  forth  in  Announcement 86-112. 
For 1986 and t h e r e a f t e r ,  c o o p e ra tiv e  housing corporations must comply w ith  the 
mortgage in te re s t  reporting r u le s . A d d it io n a lly , in t e r e s t  r e c ip ie n t s  must not 
in c lu d e  p o in ts  and o th e r  p rep aid  in t e r e s t  in  th e  re p o rts  f i l e d  w ith  th e  IRS. 
Under the new announcement, a taxpayer who receives in te re st  on b eh alf o f  another 
and i s  the f i r s t  person to  rece ive  the in te re s t  must f i l e  an inform ation report. 
L a s t ly ,  th e IRS noted th a t  Announcement 86-3 i s  s t i l l  in  e f f e c t  w ith  r e s p e c t  to  
in t e r e s t  r e c ip ie n t s  who use th e  Rule o f  78s method t o  re p o rt in t e r e s t  earned. 
Thus, in te re s t  recip ien ts  who are properly using the Rule o f 78s method may report 
in te re s t  earned under the Rule o f  78 s as in te re s t  received from the borrower in  a 
calendar year. Announcement 86-112 w i l l  be published in  Internal Revenue B u lle tin  
1986-46, 11/17/8 6. For fu r th e r  in fo rm a tio n  c o n ta c t th e  IRS P u b lic  A f f a ir s  
D ivision a t 202/566-4024.
CPAs are being sought by the IRS to  a ct as volunteers to  a s s is t  in  preparing returns
and conducting s e lf-h e lp  c la sse s  fo r the e ld e rly , handicapped and non-English
speaking, as w e ll as groups o f workers and business people. Volunteers are needed 
th is  f a l l  for the f i l in g  season th at w i l l  begin in January 1987. In terested  CPAs 
should contact the IRS Taxpayer Service D ivision: Irene Cain, D:R:T:I, IRS, 1111 
C onstitution Avenue, N.W., Washington, D.C. 20224, 202/566-4904.
2SPECIAL: PRESIDENT SIGNS LEGIS LA TION EXTENDING SBA  P ILOT PROGRAMS; ALSO GOVERNME N T
SECURITIES DEALERS AND LIABILITY INSURANCE BILLS
L e g is la tio n  reauthorizing the SBA's 8(a) p i lo t  procurement and surety bond w aiver
programs through FY 1988 was signed in to  law by President Reagan an 10/27/86. The
p ilo t  procurement program allow s SBA to  s e le c t  from a “p ilo t"  agency any contract 
fo r in clu sion  in  the 8(a) program. The surety bond program perm its SBA to  waive 
bonding req uirem en ts under c e r t a in  c ircu m sta n ce s. The m easure, S. 2914, 
in trod u ced  by Sen. L o w e ll W eicker (R-CT) passed  th e  Senate on 10/9/86 and th e 
House on 10/14/86.
In r e la te d  a c t io n s , P re s id e n t Reagan a ls o  s ig n ed  in to  law  l e g i s l a t i o n  to  
regulate government s e c u r it ie s  d e a le r s  and to  p ro v id e  an a l t e r n a t iv e  means fo r  
p rofession als to  obtain l i a b i l i t y  insurance coverage. The le g is la t io n  regulatin g 
governm ent s e c u r i t i e s  d e a le r s , H.R. 2032, was sign ed  10/28/86 and r e q u ir e s  th a t  
cu rren tly  unregulated government s e c u r it ie s  brokers and dealers re g is te r  w ith  the 
SEC (see  th e 10/13/86 Wash. R pt.). The l e g i s l a t i o n  expanding coverage o f  th e 
Product L ia b i l i t y  Risk Retention Act o f  1981, S. 2129, was signed 10/27/86. The 
new law  w i l l  p erm it p r o fe s s io n a ls , lo c a l  governm ents and b u s in e sse s  t o  o b ta in  
l i a b i l i t y  insurance by forming th e ir  own r is k  reten tion  or purchasing group (see 
th e  9/29/86 Wash. Rpt.).
SPECIAL; GAO REPORT EXAMINES REPORTING OF  T I P  INCOME
"Tax Adm inistration: Tip Income Reporting Can Be Increased" i s  the t i t l e  o f  a GAO
report released rece n tly  which examines e f fo r ts  by the Intern al Revenue Service
(IRS) to  increase reporting o f  t ip  income and the impact o f  reporting requirements 
imposed on th e food and b everage in d u s try  by th e  Tax E q u ity  and F is c a l  
R espon sib ility  Act o f 1982 (TEFRA). The GAO reported the "IRS needs to  develop an 
o v e r a l l  s t r a t e g y  fo r  a d d ressin g  t i p  income n o n rep ortin g." However, th e  re p o rt 
noted th at because o f  the experience gained from t ip  income p ro jects  conducted in  
two IRS re g io n s  and th e in fo rm a tio n  p rovid ed  by em ployers under th e  TEFRA 
req uirem en ts, "IRS i s  now in  a b e t t e r  p o s it io n  to  d evelo p  an o v e r a l l  s tr a te g y ."  
The GAO examined t i p  income p r o je c t s  in  18 d i s t r i c t  o f f i c e s  w ith in  fo u r IRS 
regions. In the two more a c tiv e  regions, 421 t ip  income p ro jects  were conducted, 
which r e s u lte d  in  th e  assessm en t o f  about $67 m il l io n  in  a d d it io n a l ta x e s  and 
p e n a lt ie s  fo r  f i s c a l  y e a rs  1977-1985. In  th e  tw o le s s  a c t iv e  re g io n s , 25 t i p  
income p ro jects  were conducted, which resu lted  in  the assessment o f  approxim ately 
$1 m ill io n  in  a d d it io n a l ta x e s  and p e n a lt ie s  fo r  th e same tim e p erio d . 
(Presently, each IRS region and d i s t r ic t  independently decides on the approach to  
be used in  pursuing nonreported t ip  income.) Furthermore, t ip  income reporting 
in cre a se d , and th e  im plem en tation  c o s ts  have "not been as c o s t ly  as o r i g i n a l l y  
p r o je c te d  by th e  food and b everage in d u s try ,"  a cco rd in g  to  th e GAO re p o rt. The 
a n a ly s is  conducted by GAO showed, th e  agency s a id , th a t  " t ip  income re p o rted  to  
IRS from employers in  GAO's sample increased from about $300 m illio n  in  1982 to  
over $600 m illio n  in  1983. Further, according to  IRS, the 1982 a ct increased t ip  
income re p o rtin g  by 108 p e rce n t on an annual b a s is  betw een 1982 and 1983, 
representing an add ition al $1 b i l l io n  in  reported t ip  income fo r 1983."
TEFRA a lso  requires ce rta in  food and beverage employers to  report annually to  
th e IRS on t ip - r e la t e d  in fo rm a tio n . I f  th e  rep o rted  t i p  income i s  le s s  than 8 
percent o f gross sa les, the establishm ent is  required to  a llo c a te  the d ifferen ce  
among i t s  d i r e c t l y  tip p ed  em ployees, u sin g  one o f  s e v e r a l p o s s ib le  methods.
3However, TEFRA allow s employers to  p e titio n  IRS to  reduce the a llo ca tio n  ra te  and 
the GAO reported th at "the procedures used to  review the m erits o f  employers' rate  
reduction requests d iffe re d  because IRS' national o f f ic e  has not issued c r it e r ia  
on which to  base such a d e term in a tio n . These v a ry in g  methods produce th e 
p o t e n t ia l  fo r  in e q u ita b le  trea tm en t o f  ta x p ay ers. G AO ...believes th a t  more 
standardized in stru ctio n  on how to  analyze supporting documentation can reduce 
th e  p re se n t le v e l  o f  s u b je c t iv i t y ."  The GAO a ls o  rep o rted  th a t  th e IRS has 
already begun e f fo r ts  to  implement the GAO's recommendations to  develop an o v e ra ll 
stra tegy  for reducing t ip  income nonreporting and to  reduce the in con sisten cies in 
the ra te  reduction process. A copy o f  the report, GAO/GGD-86-119, may be obtained 
b y w r it in g  th e U.S. G eneral A ccounting O ff ic e ,  P.O. Box 6015, G aith ersb u rg , MD 
20877, or by c a llin g  the GAO a t  202/275-6241.
For further information contact Shirley Hodgson or Joseph P etito  a t  202/872-8190.
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